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it in the terms of loans, and draw away its customers.1
This course, therefore, is suggested, and even necessi-
tated, by the dictates of self-interest, and its opera-
. tion has been most advantageous in preventing undue
fluctuations in the exchanges and heavy drains of gold.
Apart, however, from all conscious correctives of
the course of exchange, there is, in the conditions of
the phenomena themselves, a force which tends to
preserve equilibrium, and which has been briefly for-
mulated in the proposition that (C the exchanges have
a tendency to return to par" In proof of this state-
ment, let us, as so often before, take two nations, A
and B, the former of which has a favourable balance
as against the latter, and, as a necessary corollary, the
latter of which has an unfavourable balance; then bills
in A on B will be at a discount, and bills in B on
A will be at a premium, since in A the supply would
exceed the demand, while in B the demand would exceed
the supply, that is, assuming the price to be at par in
each case. Should, however, this state be due to'any
transitory cause, it is likely to be corrected without
the passage of bullion, since the discount on bills in A
will reduce the profit of exporters, who will lose by
the low price of their bills, and may find it expedient
to curtail their transactions. At the same time, ex-
porters in B will gain the premium on their bills, in
addition to their ordinary profit, and may thus be led
to increase the amount of exports. This force acts 011
both sides of the balance, and is, in almost all cases,
operative to some extent, It can, however, only affect
slight fluctuations, as the heavier balances would, in
all likelihood, need a readjustment of prices, for which
i                             l Op. p. 64, note.